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KEY ECONOMIC INDICATORS: ICELAND 


All values in millions of US dollars unless otherwise stated. Exchange rate: 
for 1970 $1 = 88 kronur; for 1971 and 1972 $1 = 87.12 kronur. 








% Change 
ITEM 1970 1971 1972 1971 = 1972 
GNP, Current Prices 481.8 591.1 715.2 1/ 22. 
GNP, in Constant Prices 
(millions of Ikr.) 12,855 14,183 15,034 1/ 6.0 
Midyear Population 204,000 205,700 207,300 0.8 
Per Capita GNP (US$ - Current Prices) i ee 
Gross Fixed Asset Formation as % 
of GNP 24.8 31.2 30.0 2/ be 
Net Foreign Exchange Reserves 
(end of August) ee ee 
Money Supply and Time Deposits 
(end of August) 197.6 250.0 288.3 15.3 
Public External Debt (end of year) os 122.6 153.1 L/ 24.9 
Unemployment Rate Zo Nil Nil = 
Hourly Wage for Reykjavik Unskilled 2/ 
Cost of Living Index (Jan. 1968=100) 
February 137 153 157 2.6 
August 147 154 175 13.6 
Total Exports, FOB 147 151 185 J/ ae 
: a eee ee ee 
Percentage Composition of Exports: } 
to the U.S. 30 37 30 3 
to the U.S.S.R. 7 8 7a - 
to EFTA 38 35 36 3 = 
to EEC 17 12 14 3/ - 
Total Imports, CIF 157 222 247 t 11.0 
Percentage Composition of Imports: 
from the U.S. 8 15 gs 3/ - 
from the U.S.S.R. 7 7 6 2 - 
from EFTA 43 39 43 3/ - 
3) - 


Principal imports from the U.S. (January-June 1972) in millions of U.S. $: non- 
electrical machinery 1.8; transportation equipment 1.3; tobacco and tobacco 
products 0.9; grains and cereals 0.8; electrical machinery 0.7. 


Footnotes: 1/ Forecast for entire year. 

/ As of June 1, 1972. 

/ For January - June 1972, during which exports were $91.3 
million and imports $110.1 million. 


Source: Central Bank of Iceland, Ministry of Commerce, Economic Development 
Institute. 
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ICELAND 


SUMMARY 


The Icelandic economy is currently characterized by full employment, 
record levels of personal income, and growth in GNP on the order of 


6%. But inflationary pressures and a declining fish catch are squeezing 
the profitability of the all-important export sector, and the economic 
picture for the next twelve months is extremely uncertain. A $60 


million trade deficit has been more than covered by borrowing abroad, 
and foreign exchange reserves have consequently increased. But recent 


evidence shows that a major disruption of the cod catch is a very real 
possibility and one which would leave Iceland in serious difficulties. 
An 11% rise in the cost of living index between February and August 


1972 is indicative of present inflationary pressures. 


U.S. exports to Iceland, long hindered by high freight charges and a 
CIF basis for assessing what are still very high duties, will be further 


limited if Iceland's pending free-trade agreement with the expanded 
Common Market is ratified. Ratification hinges on a solution to the 


dispute with the U.K. and West Germany over Iceland's extension of her 
fishing limits to 50 miles. Expansion of hydroelectric capacity will 
open new possibilities for U.S. investment. The present left-of-center 
government has taken a generally positive stance on welcoming foreign 


investors. 
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PART A - THE CURRENT SITUATION AND ECONOMIC TRENDS 
1. Serious Problems About to Surface 


Iceland's high, 9.5% growth in real GNP during 1971 was never expected 
to continue through 1972, and in fact the rate of increase has dropped, 
but to a still very respectable 6%. As 1973 approaches, however, there 
is considerable economic uncertainty, and forecasts for the coming year 
point to a rise in GNP of no more than 5% and probably closer to 4%. 
The economy is a mixture of goods and not-so-goods, but the latter 
could precipitate a rather chaotic situation if not dealt with firmly 
in the near future. 


On the positive side there is full employment, greater individual 
prosperity than ever, and a continuation of high prices abroad for 

fish exports. Imports, up about 11%, have increased at a substan- 
tially lower rate than expected, and exports have risen a handsome 

22%. Agricultural and industrial output have posted gains on the order 
of 4% and 12% respectively, and construction activity is very strong, 
possibly 15% ahead of the previous year. Iceland's international credit 
rating remains good, and foreign borrowing has measurably increased 
reserves during 1972. 


But underlying this seemingly healthy situation are some serious problems 
in the fishing sector coupled with a grossly overheated economy. Two 
causes for immediate concern in the fishing industry are the recent 
unprofitability of many of the freezing plants and the decline in 
quantity and individual size of the ground fish catch. There is 

active interest in diversifying the Icelandic economy, but for a long 

and indefinite period Iceland's well-being will continue to rest on 
fishing. 


Financial troubles in the freezing plants are the result of rapidly 
increased costs, largely brought on by inflationary wage settlements of 
recent years, together with relatively fixed prices abroad for fish 
products. The resultant squeeze prompted the government, as an interim 
measure, to tap a special fishing industry price equalization fund to 
subsidize temporarily both fishermen and fish processors, but the amount 
of money needed just to keep the plants in the black not to mention 
improving them to meet health requirements in proposed U.S. legislation, 
far exceeds the resources of the fund. The traditional remedy has been 
devaluation, but the present government on taking office renounced that 
approach. If devaluation is, in fact, ruled out, then further subsidies 
are a possible solution. But new subsidies would probably mean new 
taxes and an increase in the cost of living index which in turn would 
trigger further wage increases, since wages are linked to the price 
index. 








2. What's Good For Fishing .... 


Underlying inflationary pressures resulting from a high level of 
government spending, high personal income, and continued expansion 

of the money supply remain. The cost of living index rose 11% from 
February to August 1972 following the easing of price control measures. 
But more serious still is the large questionmark overhanging the fishing 
industry. Not only are the freezing plants caught in a cost squeeze, 
but recently there has been a worrisome decline in the catch of cod and 
other ground fish, which have been the key to Iceland's prosperity since 
the collapse of the herring industry in 1967-68. Cod catches dropped 

an estimated 40% between May and August, and while this is not the main 
season, it may be indicative of what is to come in the early months of 
1973 when the catch is at its peak. In the first eight months of 1972 
the cod catch was down 14% from 1971 and 29% from 1970. Iceland's 
September 1 extension of her fishing limits to 50 miles remains a 
disputed matter, particularly with the British and the West Germans, 

and it seems unlikely that the Icelanders will in the near future have 
these rich fishing grounds entirely for themselves. 


The absence of a fishing agreement with the UK and West Germany is also 
delaying ratification of a trade agreement with the expanded Common 
Market. If ratified, however, the new arrangement should prove quite 
satisfactory to the Icelanders whose main interest is in securing duty- 
free treatment for fish products shipped to the EEC. The proposed 
agreement by and large provides for this. 


3. Government Remedies Awaited 


A high level of foreign borrowings - perhaps excessively high - has 
increased Iceland's foreign exchange reserves, but there is a limit to 
financing large trade deficits in this manner. While imports happily 

did not rise as fast as expected, in part because of a more restrictive 
credit policy, a 1972 trade deficit of some $62 million is likely, less 
than 1971's but still rather considerable when total imports are probably 
under $50 million. While the export picture appears better, that too has 
its negative side. A large part of this year's increase is from the 
renewal of aluminum shipments by the Alusuisse smelter. These accounted 
for exports of $20.4 million in the first 8 months of 1972 vs. $6.3 
million for the previous year. Such shipments are largely intra-company 
and do not provide a concomitant inflow of foreign exchange. 


The government's budget for CY 1973 does not, in its initial form, hold 
out great hope that fiscal policy will be employed to dampen demand. A 
surplus of $6.7 million is called for but so too is a 20% increase in 
expenditures. Still to be presented is the extrabudgetary or capital 
spending, and this too seems sure to add to inflationary pressures. 


Barring the unlikelihood of yet another dramatic rise in fish prices 
abroad, some substantial governmental adjustments to the Icelandic 
economy are called for in 1973, possibly as early as the first quarter. 
Conceivably a patchwork of temporary remedies could be applied for 
another year, but the pressures would continue for either devaluation, 
widespread tax changes, a severing of the link between wages and the 
cost of living index, genuinely restrictive fiscal and monetary controls 
or a combination of some or all of these. Until Iceland becomes less 
dependent on fishing, the probability of continuing crises such as the 
present, imminent one, brought on by excessive domestic demand and 
uncertain foreign revenues, will continue to plague this small economy. 


PART B = IMPLICATIONS FOR THE UNITED STATES 


1. Many Obstacles to U.S. Exports 


Iceland's limited population is unlikely to make many exporters anywhere 
into rich men, but her high per capita income and great dependence on 
imports do provide a more attractive market than many realize. A number 
of American firms service Iceland from European plants because of a 
variety of barriers to exports from the U.S. But most American business- 
men who visit Iceland en route to Europe find in any case that the effort 
usually pays for the trip. 


The delivery of two U.S. manufactured jet aircraft was enough to double 
the normal U.S. share of market from about 8% to 15% in 1971. In 1972 
the U.S. performance returned to previous levels, with exports on the 
order of $19 million expected by year end. Iceland kept the kronur 
unchanged in terms of the dollar during the currency realignments of 
December 1971, and that should provide some advantage for U.S. goods, 
but it is hard to discern any effects so far. 


The pending free trade agreement with the Common Market will, if ratified, 
give seven additional countries better access to the Icelandic market for 
manufactured goods than the U.S. enjoys, and these countries together 
already supply upwards of 30% of total imports here. The agreement calls 
for an approximately 30% reduction in duties beginning in 1973 and subse- 
quent reductions during the next seven years so that tariffs are eliminated 
by 1980. Iceland will still, as under EFTA, be permitted revenue taxes 

on imports of products not produced locally. 


U.S. exporters will continue to be hurt by relatively high surface shipping 
rates and a CIF basis for assessing duties, but exporters who believe 
freight charges by the Iceland Steamship Co. (Eimskip) to be excessive 

may appeal to the Federal Maritime Commission. Eimskip has’ the only 
regular shipping service between the U.S. and Iceland, operating out 

of Norfolk. 








In 1972 the U.S. Export-Import Bank established a Co-operative 
Financing Facility (line of credit) for $1,000,000 with the National 
Bank of Iceland (Landsbanki) to finance American exports. U.S. firms 
are encouraged to take advantage of this new arrangement. 


Major export opportunities exist for U.S. firms in food processing, 
hydroelectric facilities, heavy machinery and transport equipment and 
a variety of products for government run utilities and municipal 
services. Details on tenders put out by the Icelandic government and 
the City of Reykjavik are now forwarded to Washington by cable and are 
available through the U.S. Department of Commerce. In the past, U.S. 
firms have lagged far behind Scandinavian and other Western European 
companies in bidding on Icelandic government contracts. 


Plans for modernization of some 100 fish freezing plants have been drawn 
up but are awaiting the outcome of proposed U.S. legislative action as 
well as the availability of financing. Invitations to bid on the 150 MW 
Sigalda hydroelectric installation have already been extended, but beyond 
Sigalda there are extensive plans for future hydro development, and U.S. 
companies in this field should carefully examine the opportunities. 


2. More Foreign Investment Expected 


As of now plans for a petroleum refinery have been indefinitely shelved, 

but there may well be engineering, export, and construction opportunities 
in areas relating to Iceland's inexpensive electric power and her under- 

ground thermal energy resources. 


U.S. direct investment in Iceland is confined to a minority interest in 

a small diatomite plant which produces a substance used in making filters. 
In fact Icelandic investment in the U.S., consisting of fish processing 
operations in Pennsylvania and Maryland, substantially exceeds U.S. 
investment here. Total foreign investment in Iceland in addition to 

the diatomite plant is limited to the 77,000 ton capacity Alusuisse 
aluminum smelter outside Reykjavik. 


The additional power to be made available by Sigalda plus the favorable 
results of a still unpublished research study on sea chemical resources 
indicate that additional foreign investment is a certainty as Iceland, 
in part with United Nations assistance, moves to diversify her economy. 
The government has discussed with U.S. firms the establishment of ferro 
alloy plants, aluminum wire fabricators and aluminum smelters. An ex- 
tensive study of the ferro alloy project has been completed, and it is 
likely that one and possibly a second such plant will be built. With 
environmental pressures limiting the availability of new sources of 
electrical energy in heavily industrialized countries, Iceland, with 


enormous and largely untapped hydroelectric potential, bears careful 
scrutiny by U.S. firms in energy intensive industries. 


The sea chemicals research project reportedly recommends construction 
of a plant to produce salt (NaCl), calcium chloride, potassium chloride, 
and magnesium chloride from naturally heated, underground sea water. 


In July 1971 a coalition of center and leftist parties formed a new 
government with both the Minister of Trade and the Minister of 
Industries coming from the Peoples Alliance (Communist) Party. But 
experience to date points to strong interest by the government in 
attracting foreign investment and possibly a willingness in certain 
circumstances to accept majority control by foreign companies. A 
recent statement by the Minister of Industries does, however, state 
that Iceland is "ready to cooperate with foreign parties on the premise 
that the Icelandic government has a majority share in such firms ..." 
The Minister rather bullishly forecasts a more than three-fold increase 
in industrial output during the 1970's with manufactured exports of 
almost $300 million - or 60% of total exports by 1980. 





Even if your company | 
is already exporting, 
some of these facts maysurprise you. 


7 surprising facts about exporting 


1: Small businesses are big in export. 3 out of 5 United States exporters have 
fewer than 100 employees. 


2: Exports keep 3 million Americans working. Every $15,000 of exports 
equals 1 job. 
3: Taxes can now be deferred on 50% of export profits. 


4: United States exports are a $43 billion-a-year business, and growing 11% 
each year. 

5: Export sales of durable goods increased 17% during 1970 while domestic 
sales of the same goods declined 3%. 





6: 96% of all American firms sell only in the United States. 
7: Booth space at a Commerce Department Trade Center can cost as 


little as $400. 


A major California wine producer has demonstrated 
that it’s possible to market American wines in France. Sur- 
prised? Read on. 

You're probably aware of the effect of the new cur- 
rency realignments on selling overseas. Your goods are now 
priced more competitively in world markets. 

But are you aware that you need pay no tax on one- 
half of your export profits? Recent tax legislation permits 
companies engaged in export trade to set up a Domestic 
International Sales Corporation (DISC) and thereby defer 
Taxes on 50% of their export income. 


Exports— growth market of the year. 

Export sales help smooth our domestic cycles. Last 
year exporters discovered that many of their off-shore 
markets were recession-proof. During 1970,domestic sales 
of durable goods shrank. But export sales of those same 
goods increased by 17%. Exports proved to be the growth 





market of the year. And they continue to grow at an average 
of 11% a year—about one-third faster than the growth of 
all U.S. industry. 


You don’t have to be big to be 
profitable in exporting. 

If your firm has less than 100 employees, you should 
know that the majority of other exporters are about your 
size. More than three out of five, as a matter of fact. A 
manufacturing firm in Minnesota, with only 26 employees, 
is a case in point. Five years ago, they weren't even in ex- 
port. Now it’s 25% of their business. And the extra volume 
helps them get longer production runs with lower unit 
costs. Often, the added volume is without added capital 
investment. 

A helping hand for U.S. exporters. 


Take advantage of all the services available to you 
from the U.S. Department of Commerce. The Department 





and its 42 Field Offices can help you pinpoint the likeliest 
markets, by providing you with the research, marketing 
data and trade statistics you need. They can also help you 
expand into new markets. Like the Mississippi pump 
manufacturer who was selling successfully in Europe. After 
Commerce specialists came up with a report on marketing 
in Japan, he developed even bigger sales there than in 
Europe. He’s not alone. Of the firms using Commerce 
services, 60% have increased export sales. 
Expanding your distribution. 

The Commerce Department has ready access to 
135,000 overseas distributors and manufacturers’ agents 
who want to represent American firms. You can choose a 
distributor from existing lists, or, for a nominal fee, the 
Department will find a special agent to handle your specific 
products. 

In addition, as 1,800 American businessmen have 
done in the past five years, you can join a Trade Mission 
and travel overseas with the Mission to make commercial 
contacts.. If you prefer to go it alone, the Department will 
arrange on-the-spot help from any of the 468 commercial 
and economic officers attached to our 152 Embassies and 


Consulates. 
Showing your wares. 

Another example of the services available to you is 
our operation of nine permanent overseas Trade Centers 
in Europe, Asia, Australia and Latin America. At Trade 
Centers, American manufacturers show their goods to au- 
diences representing up to 80% of the purchasing power 
in these markets. Last year, Trade Centers produced $209,- 
000,000 in sales for U.S. firms. 

Or, you can participate in International Trade Fairs. 
The cost can be as low as $850 for space. The rewards can 
be high—$127,000,000 in immediate sales for these U.S. 
exhibitors last year. 

The Commerce Department provides booth design 
and construction at Trade Centers and Fairs, as well as 
advance promotion and personal calls on promising cus- 
tomers to ensure their attendance. 


Exports mean diversification for your company. 
96% of all American firms sell only in this country. 
Ridiculous! For most, the cost of constantly changing prod- 
uct lines, with all the attendant start-up and marketing 
expenses, is greater than learning to export existing 
products. Exporting adds years to many a product line. 
Take the case of a Texas manufacturer of car and truck air 


conditioners. The domestic market was levelling off as 
more cars and trucks were sold with air conditioning as 
original equipment. The Texas firm “diversified” by ex- 
porting its existing products to Japanese car manufacturers 
—with great success. 
About financing, insurance and taxes. 

The United States Government helps finance Ameri- 
ca's exports. The Export-Import Bank of the United 
States (Eximbank) offers direct loans for large projects and 
equipment sales which require long term financing. It also 
cooperates with commercial banks in providing credit to 
overseas buyers of U.S. exports. Exim provides guarantees 
to commercial banks who in turn finance export sales. And 
now, by creating a Domestic International Sales Corpora- 
tion (DISC), you can defer Federal income taxes on one- 
half of your export profits, so long as those profits are used 
to increase further exports. 

The time is now. 

If you're already exporting, it's time you broadened 
your overseas markets. If you're not in exporting, it's time 
you got started. 

There's no great mystery —and a lot less red tape than 
you think. The Department of Commerce will show you 
how to get started. Exports mean profits. Find out for your- 
self. Send the coupon below. 

Or, better yet, write directly to: 

Director, Bureau of International Commerce, U.S. Depart- 
ment of Commerce, Washington, D.C. 20230. 
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